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1

P R 0 C E E D I N G S

2

--ooo--

3

CHAIRMAN ROSENTHAL:

4

Good morning.

5

few

6

are late, so I think I'm going to proceed.

7

~inutes

I was waiting a

for a couple of the Senators to be here, but they

The Senate Energy and Public Utilities Committee

8

is meeting today in order to ascertain the

nature of

9

the telephone service which will be offered to residential

10

users after January l, and to learn

11

and what options have been left to the State regarding tele-

12

13
14

15
16
17

how much flexibility

phone regulation.
We have heard a great deal regarding the expected
increases in the cost of basic residential service, but the
public has little awareness of the changes it faces in the
service itself.
I'm hopeful that today's hearing will help provide

18

the telephone consumers of the state with information as to

19

what tyoe of service will be available, from what source, and

20

how they can compare the various offerings from the various

21

communication companies.

22

In addition, we want to make sure the Public

23

Utilities Commission is doing all it can to assist the resi-

24

dential users during

25

formation of the state's communication system.

this extraordinary and complicated trans-

26

At this time, I would like to ask

that all wit-

27

nesses please keep their statements as brief as possible.

28

you have a statement to present to be part of the record, we
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If

2

1

prefer that you did not read it; we want to leave plenty of

2

time for questions.

3

to answer, and Committee Members may have other questions as

4

the testimony proceeds.

5

We've qiven each one a series of questions

At this time let me introduce those who are at

6

the front here.

7

Committee, Pat Stearns.

8

Principal Consultant to the Committee, coming November the 1st,

9

Ann Gressani.

On the far left is the Secretary to the
Next to her is the -- going to be the

On my right is the past

as of November the

10

1st, the past Principal Consultant to the Cornmi ttee - he' 11 be

11

leaving us and will leave a void that Ann

12

Timothy Davis.

13

Legislative Counsel, who is following the legislation.

14

And on the far rigrt is

Gr~ssani

~1r.

will fill -

Fossette from the

With that, let me call upon the first witness,

15

Duncan Wyse, Director of the Policy and Planning Division of

16

the Public Utilities Commission.

17

MR. WYSE:

Good morning, and thank you very much,

18

Mr. Chairman, for giving me the opportunity to testify on the

19

subject of telecommunications after divestiture.

20

pared written remarks, which I have circulated to you, and I

21

will not read them.

22

key points related to this very important subject.this morning.

23

First of all, after AT&T divestiture,. we are going

I have pre-

I would like to briefly summarize a few

24

to see some very fundamental changes in the telecornn1unications

25

industry.

26

a number of Federal Court, FCC decisions, which have changed

27

the telecommunications industry over the last decade or so.

28

It really represents a watershed - a culmination of

The fundamental new principle at the federal level
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1

is that competition, rather than regulation, should play a

2

much larger role in this industry in the future.

3

What does divestiture mean for residential

consumers~

4

Well, it means more choice in -- certainly more choice, both

5

in the provision of telephone instruments and choosing among

6

long-distance carriers.

7

going to be more confusion.

8

sumers are going to be bewildered for awhile, trying to figure

9

out what their alternatives are.

It is also, in the short run at least,
There is no question that con-

Traditionally, of course,

10

they have had one carrier, that local company, which is

11

providing all services.

12

see confusion as they try to understand what their alternatives

13

are.

14

basicall~

And in the near term we are going to

We are also -- Perhaps more important for the long

l5

run is, we are going to see a major change in the rate structure

16

in this industry in U:e years ahead.

17

are driving rates closer to economic costs, which implies over

18

the next few years higher basic monthly telephone rates, higher

19

charqes for the flat-rates, and lower long-distance rates.
Under regulation in this country, we have developed

20

21
22

23
24
25

26
27
28

The competitive forces

a rate structure that allowed long distance -- required long
distance to provide a contribution to the local telephone
service.

With competition enterinq this industry, the rates

are being driven towards costs as competitors begin to undercut
the

higher long-distance rates that' we've had.

And we are

seeing a gradual - maybe not so qradual - process of change
that is coming out of the Federal government, which will include
higher basic monthly rates.
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4

The PUC's role in all of this is basically two-

1

2

fold.

3

to manage our own proceedings in ways to promote one fundamental

4

goal, and that is to maintain the universal affordability of

5

residential service in the future in light of all of these

6

chan~es.

7

trying to manage in California.

And it is not an easy task, but it is a task we are

First of all, we have been active in Washington,

8

9

We have been very active in Washington; and we are trying

D.C., before the FCC and all its numerous proceedings related

10

to access charges, depreciation, terminal equipment, deregu-

11

lation.

12

and with Judge Green - before Judge Green - trying to shape the

13

divestiture aareement in a way which would be more in the

14

interest of residential ratepayers.

15

where the action really is in Washington right now, in the

16

Conqress, we have aot -- we have

17

to -- pushing for legislation which would make it national

18

policy that universal service is a prime objective in telecom-

19
20

21
22

23
24

25

We have also been very active in the Federal Courts

And finally, probably the -

devote~

substantial resources

munications policy, and which would require long-distance
carriers to contribute to the cost of local service, to try
to maintain some of the structure that we have had in the past.
l\1eanwhile in California we have faced our own workload for which I have to say horrendous may be the word.
It is much, much greater than normal.

We have faced a lot of

divestiture-related proceedings; two major general rate cases

26

as well as a number of smaller rate cases for the small

27

rural telephone companies.

28

In tHe general rate cases we face,

we are trying to take a look at rate design, try to shape
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1

rates in ways that will maintain universal affordability of

2

service.

3

ourselves that only those costs that are really necessary to

4

maintain viable service are put in the rates.

5

We also are scrutinizing costs and trying to assure

We also have a proceeding on intra-state access

6

charges.

7

operating in California, linking up with local telephone

8

companies, and we have to establish access charges that those

9

carriers pay to use the local telephone network.

10

After rlivestiture there will be a number of competitorp

And we have

a major proceerling on that underway.
We also have a major proceeding on whether compe-

11

12

titian should be permitted in local -- what

13

lATA'' services -

14

Pacific Telephone, will be operating in,

15

should be permitted in the future in thuse areas.

16

lS

called ''intra-

local regions which the Bell operating company,
and whether competition

And we also will have the implementation of the

17

universal Service Bill, which the Legislature passed with the

18

issues of eligibility, administration, and how high the charge or

19

long-distance carriers should be, remaining to be resolved.
So the workload is a challenge; it is interesting.

20

21

We are working very hard on it.

22

as best we can.

23

We are trying to manage it

The Universal Service Bill, I might just point out,

24

is really, I think -- Your legislation is really a landmark;

25

it is getting national attention.

26

carefully.

27

have seen to the emergina problems in telecommunications, and

28

I think the Loqislature should be proud of that bill.

People are looking at it very

It is really the first legislative response we
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1

To summarize, we are working.

We are trying to

2

manage this change.

Our priority is to try to find ways to

3

maintain the affordability of local telephone rates; and we

4

face a tremendous pressure

5

both in Washington and in our own

6

universill

on that rate.

And we are working

oroceedin~s

to maintain that

affordability.
would be happy to answer questions.

7

I will be

8

here today and tomorrow, and if any questions come up at any

9

time, I'd be happy to try to answer them.
CHAIRMAN ROSENTHAL:

10

Let me ask you a couple of

11

questions.

Has the PUC determined in their own minds whether

12

comnetition in intra-LATAs would drive costs down,or result in

13

some skimming that would require local rates to rise even more?
MR. WYSE:

14

The Commission has a proceeding underway

15

now on that issue, and the Commission has not reached a decision

16

on that.

17

two points before it very well.

18

they will provide more diversity of choices.

19

know, through greater efficiency,benefit consumers.

20

companies are generally arguing that there are "cream" routes

21

which they use to support the basic monthly rate, and if com-

22

petition is permitted, the local rates will be driven up.

23

The competitors argue that
They will, you
The local

I wish I could tell you the answer,on what the

24

Commission is going to do.

25

I would guess, early next year.

26

CHAIRMAN ROSENTHAL:

27

MR. WYSE:

28

You put the

Of course, as you can imagine 1 there

Yes.

They will be reaching a decision,

Earlier next year?

And the proceedings that -- We

have had nearly two months on this question, and the hearings
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1

are almost closed.

Then we will begin to reach a decision.

CHAIRHAN ROSENTHAL:

2

What decisions are facing the

3

Commission regarding the regulation of new telecommunications

4

services -

5

et cetera?

6

cellular radio, radio paging, resale carriers,

MR. WYSE:

Good question.

We do have the cellular

7

radio case, which I didn't mention, which Pacific Telephone

8

has filed, as well as a number of other carriers, to operate

9

in the Los Anaeles area for the new cellular radio service.

10

We have reached an interim decision on that case and are asking

11

for additional information from the carriers about how they

12

plan to ooerate.

13

We are trying very hard to process those cases so

14

that they can put those services in as quickly as possible.

15

FCC has not reached a decision on the --

16

for each city there are going to be two cellular radio

17

carriers - one, the local telephone company- and then also a

18

new competitive carrier.

19

~hich

tive carriers -

21

that is really slowing that process up.

23
24
25

26
27
28

basically

The FCC has not reached a decision on the competi-

20

22

The

one will provide the service yet.

So

But we are working

to qet both of those in as soon as possible so we can get that
rate and service in place.
CHAIRMAN ROSENTHAL:

'l'o what extent will the

telephone companies compete with cable T.V. for voice and
data transmission, in your opinion?
MR. WYSE:

Well, that is part of our proceeding

on competition, and it is a very interesting question.

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

The

8

1

cable T.V. cofupanies would like to provide some data and voice

2

services, as we understand it.

3

The phone companies are arguing the same argument

4

you mentioned earlier, that if you let the cable T.V. companies

5

compete, that will again go for the higher value -- the higher

6

revenue producing

7

will have to review in that decision.

8

you how it will work out.

sources.

So this is, again, a question we

It is certainly a controversy.

CHA.IRHAN ROSENTHAL:

9

I wish I could answer

If I understand the proposal

10

before the PUC, to create a consumer's organization similar

11

to the so-called pilot project San Diego's UCAN to

12

represent consumers statewide

13

BR. WYSE:

14

CHAIR_r.AAN ROSENTHAL:

15

MR. T..VYSE:

known as --

Yes.

I

Are you familiar wi U'r that?

just know generally.

I haven't really

16

I know that Mrs. Siegel has made a proposal before the PUC; and

17

I guess I would like to provide more information.

18

that familiar on where that is in the process right now,

19

but I would be happy to try to provide some more information

20

on that.

21

CHAIR]\IlAN ROSENTHAL:

I

I'm not

wish there was another

22

Senator here so I could say "Are there any further questions."

23

Maybe I've asked most of them.

24

25
26
27
28

Let's see if I have anything further here.

I think

you have touched upon the questions that we've asked.
MP.

V'JYSE:

It is a very complex area, of course;

and we are -- It is a real challenge.

At the beginning of

this year we took a look and tried to sort out what all the
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1

issues would be in telecommunications, and had three days

2

of public hearinos just to learn all the views of the parties

3

and try to sort out the issues.

4

schedule for the proceedings, trying to come up with some way

5

to address all these issues in a coherent fashion.
CHAIRMAN ROSENTHAL:

6

And then we prepared the

Let r:le ask you one other

7

question, because this is really bothering me for a long time,

8

and I have kind of taken the telephone companies to task in

9

terms of how they have been

10

is going to happen to them.

11

that they haven't done a very good job-' even the use of

12

lanouaqe .. If you use the word "divestiture," nobody out there

13

knows what that means.

informi~g

the public about what

And I have felt for a long time

14

MR. WYSE:

Yes.

15

CHAIRMAN ROSENTHAL:

Do you think that the Public

16

Utili ties Commission has any role at all in educating the

17

public as to what is going to be happening to them?
MR. WYSE:

18

Yes, I think we do in two ways:

One

19

is, we agree with you, that we have asked the phone companies

20

to try to find ways to communicate it.

21

obviously

22

23
24

27

28

have a great deal more in resources for the kind

of public awareness, to explain what is going on; and it is
clear that it is very, very confusing to consumers, and it is
a great concern as we go forward.
We also, as best we can, tried to spend more time

25
26

The phone companies

this year talking with groups and trying to help them understand.

And the staff and the Commissioners - both Commissionen

and staff -

are going out trying

to speak before groups, as wel
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10
as having public hearings, trying to explain the implications

2

of divestiture.

3

We also tried to spend as much time with the press

4

as we can because, of course,

lf the reporters understand

5

these issues, we are all better off in their explanation.

6

It is, very unfortunately, all of us who get in-

7

volved, it is a very technical area; we are all, I'm afraid,

8

guilty of using language that is not comprehensible to the

9

average consumer.

We have tried to -- Obviously we have

10

limited resources; but as much as we can, to really explain

11

that issue to the consumers, because the confusion is just going to le

12

great.

13

that.

I agree with you completely.

CHAIRMAN ROSENTHAL:

14

We have a lot to do with

I don't know that anybody

I spoke to three groups this past week on this

15

is doing it.

16

subject and nobody even -- Even when everybody gets one of

17

those fold-outs from the telephone company trying to explain

18

what is going to happen, nobody has read it.

19

MR. WYSE:

Yes.

20

CHAIRMAN ROSENTHAL:

The print is too small; tte

I once suagested that the tele-

21

subject is too complicated.

22

phone companies needed to hire somebody to tell people what

2
3

is going to happen to them.
But it is really very serious, because I don't

24
25

~ink

-- you know. Even though

it has been in the press several

26

times and there have been hearings throughout the state, and

27

the PUC has held hearings, telephone communications companies

28

have tried to indicate - it hasn't gotten through.
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11
1

iust imagine wbat will happen January 1st

2

when they get their first "free bills" as it were --

3

MR. WYSE:

4

CHAIRMAN ROSENTHAL:

or February 1st

Uh-huh.
-- the telephone will be just rincting

5

off the line --off the wall at the telephone company.

6

are going to have to have as many people answering questions

7

as they now have to provide Information service.
It is going to be horrendous in that situation.

8

9

They

And when they can't get the telephone company, they

10

the Senator's office.

11

MR. WYSE:

12

CHAIRHAN ROSENTHAL:

Yes.

will call

And the PUC.
And the PuC.

And the press.

13

And we have so little time.

There is really no time.

We are

14

at the edge of this precipice, and I think

15

are going to find out what their customers really think about

16

them.

telephone companies

17

And even though it may not be their fault, I think

18

they have done a very poor job in letting those customers know

19

what actually is going to happen.
I appreciate your testimony.

20
21
22

23
24

25

26
27
28

I hope you will

be around
MR. t'VYSE:
free to call me.

I will.

Any questions come up,

feel

Thank you very much, Senator.

CHAIR~ffiN

ROSENTHAL:

Thank you.

Tom Quaintance,

Revenue Director for General Telephone Company.
MR. QUAINTANCE:

Good morning.

CHAIRMAN ROSENTHAL:
MR. QUAINTANCE:

Good morning.

I would like to welcome you and
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1

your consultants and the Committee secretary to Santa Monica.

2

We have had good weather for you.

3

you on identifying what I believe also are many of the key

4

issues

5

exchange carriers this morning.

I would also like to

corr~end

in the questions that you asked be answered by the

6

As Duncan stated, this is a tremendous change in

7

the business.

8

that any industry has been totally revamped in such a short

9

period of time; and in the end, although the customers will

I think it is probably absolutely unprecedented

10

generally benefit from having more choices and generally lower

11

prices,

cost of basic telephone service will have to in-

12

crease.

And one of the things we are struggling with probably

13

most today is to find ways of keeping that service down.

14

We were quite active in the Universal Service Bill,

15

and I think that will go a long way in protecting that small

16

segment of the population that might be priced off the network

17

as the basic service rates increase.

18

\ve have attempted, within our company, to develop

19

extensive customer and employee informational material, to try

20

and explain what is going on in

21

stated, these are tremendously comolex things, and they are

22

very difficult even for some of the telephone employees to

23

understand.

24

this~

but again, as Duncan

Specifically, you raised questions in your material
It just so happens

25

about how customers should be made aware.

26

that over the past weekend in the Los Angeles Times - I am

27

not plugging anybody's service.

28

papers we are getting these nice little inserts, which look like

But now in the Sunday news-
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1

they have been written by those soap companies.

2

This one happens to be for SBS.

Very sl

An earl

one

3

was for Western Union.

4

my American Express bill I get little inserts that encourage

5

me to sign up for MCI service on my American Express card.

6

the job is being done, maybe not by the telephone companies, but

7

certainly by the competitors in that area who are attempting

8

to get customers to sign-up to their service versus the regular,

9

traditional services.

Very colorful; very well done.

And in

So

I have attempted in my pre-prepared testimony to

10

issues that you raised, and I would be happy to

11

address

12

answer any questions you might have.
CHAIRMAN ROSENTHAL:

13

I know that you have, in your

14

own way, been notifying customers as to the choices they will

15

have in the long-distance service.

16

lvhat if the customer fails to make a choice?

17

MR. QUAINTANCE:

At least initially, for somewhere

18

around three or four years, the customer will see little or

19

no difference.

20

routed out over either our facilities or Pacific or AT&T's,

21

or he can continue to subscribe to MCI, GTE, Sprint, Western

22

Union, a whole host of other carriers.

He will be able to dial "l" and the call will

When equal access becomes available, there will be

23
24

a four-digit dialing code involved in reaching long-distance

25

service.

26

a choice in dialing,through the code that he uses.

27

28

At that time the customer has to make some kind of

I don't know whether you are aware of the term
"pre-subscription," but it will be possible for a customer to
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1

designate a preferred carrier after equal access is

2

After that time, he can specify his first choice carrier, or

3

could continue to dial over the other carriers if he is

4

one of their customers.

5

6

CHAIRJ'VT..AN R.OSENTHAL:

informed, he won't just get a blank line, will he?

7

MR.. QUAINTANCE:

8

CHAIRMAN ROSENTHAL:

9

MR. QUAINTANCE:

11

CHAIR~~N

13

No.
You will continue to provide

the service until such time as this access question is solved?

10

12

But, basically, if he is not

know which calls

Yes.

ROSENTHAL:

Okay.

How will the customers

are inter-LATA and which are outside?

MR. QUAINTANCE:

From our perspective, we'll

14

provide all the information materials in the introductory pages

15

of the telephone directory.

16

customer has to read those pages in order to understand what

17

is an inter-LATA or intra-LATA

18

Now, granted, that means the

telephone call.

As the price for long distance calls continues to

19

be driven more toward cost, you are nrobably going to see very

20

little price differential between interstate, inter-LATA or

21

intra-LATA rates.

22
23

24

CHAIRMAN R.OSENTHl'>.L:

vJill you be offering equipment

for sale or rent after January lst?
MR. QUAINTANCE:

Yes.

Today we offer a whole

25

bunch of options to customers.

As we stand here now, a custome

26

can buy from us a brand new telephone, a used, rehabilitated

27

telephone at a lower price, with a reasonably long guarantee.

28

They can buy the telephone that they had been previously

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

15
1

renting; or we will continue to rent telephones to both

2

existing and new customers.

3

basically had one ootion only, and that was to rent -- In fact,

4

not too many years ago

5

as part of the basic rate for service and there was no option.

6

Now customers have got about four or five options.

7

you are probably aware of all the advertising that is going on

8

for all kinds of telephone set3 - all the way from $8.88 up

9

to well over $200 for a telephone.

10

So where a few years ago a customer

the basic telephone set was included

CHAIRfv1AN ROSENTHAL:

Another thing I would like to

11

get on the record,so people will know:

12

advantage to buy their equipment?
MR. QUAINTANCE:

13

And certainlJ

Is it to the customer's

In my opinion, yes,

unless a

14

customer has a very limited need for a telephone - let's say

15

a few weeks, or maybe even a few months because of maybe a

16

temporary housing situation.
I certainly think it is very beneficial for a

17
18

customer to buy a telephone.

19

are - any other small household appliances you might have that

20

today you rent rather than own.

21

renting toasters or lamps or radios.

22

recorder.

23

owned rather than rented.

24

And the parallels I would draw

And I know very few people
Maybe a TV or a cassette

But, generally speaking, a $25 to $50 item that is

We are seeina a rapid decline in telephone rentals,

25

and a marked increase in purchases - not only from us, but

26

from all types of vendors.

27
28

CHAIRMAN ROSENTHAL:

And then finally:

In your

company, what sort of problems are you how having in terms of
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I

people calling in to find out information?

2

MR. QUAINTANCE:

Tremendous.

I asked my service

3

people last week, after I received your agenda and sample

4

questions, and I am told that the conversation -- the contact

5

time in the service offices are increasing dramatically, and

6

the number of calls that we are getting that don't result in

7

any productive work on ou<r part, but simply answering questions

8

of customers, are increasing considerably.

9

be that most of our contact people will spend a lot of time on

And the impact will

10

the telephone just clarifying, answering questions, telling

11

customers what their options are.
It is going from

12

the

t~lephone

company does

13

everything for the customer, to the customer has got a whole

14

myriad of choices now; and in the short run, there will be

15

customer confusion.
CHAIRMAN ROSENTHAL:

16

Finally, will General provide

17

billing services for long distance carriers or rentals, or

18

will we be receiving three or four bills each month?
HR. QUAINTANCE:

19

In the tariff that GTE has filed

20

with the FCC, and we will file in this state next week I believe

21

we will offer billing services to any carrier who

22

service.

23

basis; and we will provide not only billing service, but also

24

the ticketing and the rating of calls, if a carrier wants those

25

things.

26

wishe~

that

And there are prices in there on a per-message

After January lst, the only carrier we'll be doing

27

that for will be Pacific and AT&T.

28

MCI wants that service, it is a

But if Sprint or ATT or

tariff offering available
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2

3

17

at the same rate to all carriers.
CHAIRJV'J\N ROSENTHAL:

All right, fine.

Thank you

very much.

4

MR. QUAINTANCE:

5

CHAIR~.J\N

You are quite welcome.

ROSENTHAL:

t-1r. Doug Cambern, Assistant

6

Vice President External Affairs, Pacific Telephone and Telegraph

7

Company.

8

9

MR. CAMBERN:

Good morning.

~'Je

would like to thank

you for the opportunity to address your group on issues of

10

concern to you, to Pacific, and to your constituents and, of

11

course, to our customers.

12

You have asked several specific questions of my

13

company and, for the record, I will briefly address myself to

14

each of those questions and then respond to any additional

15

questions you might have.

16

Our situation is somewhat similar to General

17

Telephone's, but in some cases it is somewhat different as well.

18

The first question you have asked is.how we will be notifying

19

our customers of their choices in long-distance services and,

20

also, how AT&T figures in that selection process.

21

answer the second question first.

22

Let me

As the General representative indicated, until

23

equal access is available to customers, AT&T will be the

24

carrier that automatically is selected, unless the customer

25

has dialed an access code to one of the other carriers.

26
27
28

Now, once equal access is established - and the
time for that has not yet been established - customers who
haven'tspecifically dialed an inter-LATA carrier will get a
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2

ore-recorded announcement that will indicate that they have
the

opportunity of that option if they would like.

3

In the absence of a dial-access code, the call

4

will be completed through AT&T.

5

determined period of time.

6

be able to completely connect without some sort of a pre- , 1

7

subscription cooe.

10

are really not sure when we'll

Let me address the question of notice to our custom-

8

9

We

That will happen for an un-

ers, which is

a

tremendously complex issue.

All of our

current customers are currently receiving a bill that now has
broken-au

the three components of charge that formerly was

12

lumped on one bill - that is

13

for the terminal equipment, and charge for long distance.

~harge

for local service, charge

It does break-out the billing for AT&T's long-

14

15

distance services.

And the bill includes a printed notice

16

informinq them that

this bill is prwided as a service to AT&T,

17

and available to other carriers if they would like.

18

customers will be told, as they

19

existence of the alternatives before them.

20

cannot legally recommend any carrier.

21

~stablish

New

service, of the
And we, of course,

As to your question concerning the LATAs ,- or local

22

access transport areas - we have now started to call them "service

23

areas";

24

the consumers, and for us as well.

25

there will be ten for Pacific Bell - are the product of the

26

settlement, as you know, of the recent Department of Justice

27

anti-trust case, and do not in any way correspond to our

28

existing area-code boundaries or any other boundary.

that seems to be a little bit more understandable for
The LATAs, of course.- and
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1

Should a customer make a call that

s

2

outside of their own service area, Pacific Bell will handle on

3

the intra-LATA portion of the call, to the point of presence

4

to the other carrier, who then picks up the call and completes

5

it to the other serving area.

6

The customer, as I mentioned earlier, will be

7

required to select a long distance carrier to handle the i

8

LATA portion of the call.

9

areas and what will be a local

And how to describe the new service
or a local toll, or inter-

10

LATA toll call, is something that we are struggling with mort-

11

ally, I might say.

12

Your third question really requires two responses -

13

one on behalf of Pacific Bell, which is a statewide local

14

service company, and another on behalf of PacTel Communications

15

which is a new subsidiary that we will out in business

16

effective the first of the year.

17

of my answers to your questions, sir, are based on known

18

as we know it how.

19

week's action of the FCC.

20

And I should stress that all

Thinas change rapidly, as evidenced by

First off, Pacific Bell.

After January

21

Bell won't be involved in the provision or maintenance of customer

22

premise equipment.

23

trouble with the telephone system, he or she can still call

24

us - and we will encourage them to call us - and try to pinpoin

25

who else needs to be called if necessary.

26

with our Pacific Bell lines or inside wiring, trunks, or

27

central office equipment, we will, of course, effect repairs

28

as we do today.

If, after divestiture, a customer experienc s

If the problem is

However, if the trouble turns out to be with
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1

the telephone set, or terminal equipment itself, our repre-

2

sentatives determine that the set is a piece of equipment

3

must determine if it is a piece of equipment that you own or

4

lease.

5

still in warranty or out of warranty?

6

mation, then we will refer the call to the appropriate group -

7

AT&T in the case of an existing leased set, or a set that has

8

been purchased from the Bell system, if in warranty.

9

If you own it, who did you buy it from?

CHAIRMAN ROSEHTHAL:

10

MR. CAMBERN:

11

CHAIRMAN ROSENTHAL:

Is the product

And based on that infor-

Let me break in there.

Yes.
If someone bought the telephonE

12

instrument from you, you will provide service if there is

13

something wrong with that equipment while it is under warranty.

14

Now, what does that mean?

15

MR. CAMBERN:

16

will be accomplished without charge.

Well, under warranty, the repairs

17

CHAIRMAN ROSENTHAL:

18

MR. CAMBERN:

I see.

The repairs will still be accomplished

19

by AT&T, or what we call the Fnbedded Base Organization, on EqUipment

20

that was purchased from us at a prestipulated charge - either

21
22

23
24

25
26
27
28

an exchange or a repair.
CHl\IRMAN ROSENTHAL:
MR. CAMBERN:

How long is the warranty?

The warranty varies.

It is three

months on a set that is purchased, that is currently installed
and in place in your home; six months on a new set

which you

have purchased from the Pacific Telephone Service Center Store.
This is a very cumbersome procedure because -- well, it really
is necessary. ·Under the provisions of l\'bdified final Judgement,
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1

all customer premises equipment currently owned by Pacific

2

and in place on January 1st, as I said, will be transferred to

3

a new AT&T organization, the Embedded Base Organization, and

4

becomes the

5

p~operty

and the responsibility of AT&T.

What we are attempting to do, Senator, is make

6

these complex changes as transparent as possible to each of

7

the customers.

8

with your

9

would normally know - that it has to do with a piece of equip-

That is why we say thit if something is wrong

syste~,

unless you know - and a business customer

10

ment that you have bought from others, or that you have a

11

responsibility to repair, call 611 and we will either take

12

care of it or refer you to the proper place so it can be taken

13

care of.

14

After January lst, 1984, the Pacific Telesis Group

15

will have a separate subsidiary called PacTel Communications

16

Systems, which will market and distribute customer premises

17

equipment manufactured by a number of different vendors.

18

I may digress for just a moment.

19

Group is the new holding company created to manage the various

20

subsidiaries of Pacific Telephone, and will manage two local

21

telephone companies - Pacific Bell and Nevada Bell - and

22

several other businesses.

23

If

As you know, Pacific Telesis

As I said, PacTel Communications is one of the

24

Telesis subsidiaries.

25

signing of contracts with vendors for the distribution of

26

terminal equipment.

27

to sell residence equipment only and offer business equipment

28

for sale or lease.

That company has already announced the

Current plans are for PacTel Communications

The price of this equipment will not be
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1

subject to PUC regulation.

2

As to the repair of other companies's

pment,

3

again, there 1s a two-part answer I must qive you.

4

distributing

5

equipment from many different vendors.

6

all cases the equipment they sell.

7

Communications will offer to provide maintenance, under con-

8

tract, for any equipment PacTel Communications markets, even

9

if the customer did not originally obtain or pUrchase the

We will be

or PacTel Communications will be distributing
They will repair in

At the same time, PacTel

10

set or the instrument from PacTel Communications.

11

have purchased a Northern Telecom switchboard on your own

12

prior to the lst of '84.

13

vendor that we will be handling.

14

available if you would like to repair that type of equipment.

15

You may

Northern Telecom is, I believe, a
We will have service contractf

You asked the question of whether or not a customer

16

should purchase their terminal equipment.

17

is an economic question which can only be answered on an

18

individual basis.

19

their present financial situation or outlook in changes in

20

equipment would make it the appropriate financial decision to

21

purchase or to continue to rent.

22

23
24

25
26
27
28

That, of course,

Customers must decide for themselves whether

AT&T has stated to the Judge that they will provide
the lease-option for at least two years after divestiture for
customers that are currently renting.
My personal response to the same question you asked
the General Telephone representative:

It is a good economic

choice, and I think most residential customers should purchase
their equipment.
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vle have

1

a lot of t

2

resources attempting to assist all of our customers

3

t.o the new telecommunications environment.

4

a "Let's Talk" Bureau with an 800 number, toll free, and have

5

advertised it excessively, and have the number on all of the

6

telephone bills.

7

questions on divestiture-related

8

handling about 2400 calls a week.

9

We have e

ished

And this bureau is specifically to answer
subjects.

We are current

Customers can reach, for the record, "Let's Talk"
by dialing 800-555-5000.

11

rather rigid business office environment, are encouraged to

12

spend whatever time is necessary to answer the customer's

13

question.

14

Our representatives, unl

our

10

We also have a major internal employee information

15

campaign going

16

with you here -

17

answer questions on divestiture.

18

is equally complicated to them.

19

spokesmen really helps, because they discuss it with

20

friends and neighbors.

CHAIRNAN ROSENTHAL:
the access charges.

25

operations?

26

about it now

27
28

t our employees will be equipped to

so

I can assure you that it
And having them as effective
lr

might have, sir.

23
24

and I have a brochure that I will leave

I would be glad to answer any other questions you

21

22

on~-

The FCC recently suspended

How does that affect your company's

In other words, are you prepared to do something

MR. CAMBERN:

\;Jell, it could affect it

and that is if the appropriate replacement for the access
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1

charge was not established

2

continue the influx of our share of long distance after divesti-

3

ture, because that is what

4

We will no longer, under the original order, be rece

5

from AT&T as our share of the revenuEs from long

the FCC,

something

ld

access charge was des

to do.
ng money

stance.

6

I know the FCC is very aware of this requirement,

7

and I am certain that they will have some sort of an arrange-

8

ment, perhaps a continuation of the settlement procedure, for

9

the division of revenues, to take us through the transition

10

until at least April.
We did not anticipate the order.

11

A lot of planning

12

that we had engaged in, and the filing of the access charge

13

tariff with both the FCC and the PUC,now may have to be redone.
CHAiru1AN ROSENTHAL:

14

All right.

I have no

If you have a copy that you would like to leave,

15

questions.

16

for your presentation, we will include that in the

17

MR. CAMBERN:

18

CHAIF11AN ROSENTHAL:

19
20

21

22

23

r

I do, Senator.
-- record.

Thank you very

much.
MR. CAMBERN:

Thank you.

CHAiru1AN ROSENTHAL:

Mr. Earl Forshee, the Division

Manager of American Telephone and Telegraph Company.
fvlR. FORSHEE:

Good morning, Senator Rosenthal,

I appreciate the opportunity to come and

24

Committee Members.

25

chat with you this morning, and I, indeed, hope that some of

26

the information that I am able to convey will indeed be helpful

27

to you and your Committee this morning.

28

First of all let me begin, if I may, by explaining
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1

AT&T Communications, the group that I represent this morni

2

AT&T Communications may be thought of as

3

operating and management corporation overseeing

4

and intrastate inter-LATA transmission services post divestiture.

5

That is a piece of it.- this management operations corporation.

6

rstate

Another piece of it would be the interstate division

7

that you are used to thinking of as long lines.

8

remains as an interstate division under the regulation of the

9

Federal Communications Commission.

10

That entity

That is an element of AT&T

Communications.
And, finally, the other elements are the -- those

11

intr~-LATA

12

portions of the intrastate,

13

operated and managed by the Bell Operating Company; that will

14

be transferred in the direction of AT&T at the time of divesti-

15

ture.

16

state division piece, alongside the 22 intrastate pieces, and

17

you have AT&T Communications.

20

21

22

23
24
25

26
27
28

You put the overall management piece alongside inter-

We are operating in a very complicated, difficult

18

19

business presently

environment, and I
point in time.

think that that's

relatively obvious at this

We are moving forward towards divestiture,

and we are very hopeful that divestiture will occur with minimurr
impact on the public at large.

I think that is an objective

of all members of the current Bell Systems; certainly an
objective of AT&T today and AT&T following the first of the
year.
These procedures that are underway, in addition to
the divestiture phenomenon, the FCC access charge procedure,
which has been frequently addressed this morning, and the
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1

procedures underway

2

cated that there are several, we are involved in the impact

3

of divestiture proceedings with the Commission.

4

involved in the access charge proceedings at the State level.

5

And we certainly are involved in the proceeding of

6

tigating the ramifications of competition in the transmis

1

services - intra-Ll\TA transmission serv

8

California.

the State of Cali

a, Mr.

ind

We have been

ir inveson

s in the State of

These proceedings, clearly, are very profound,

9
10

very important, very difficult.

11

staffs

12

staffs from the FCC and at the California

13

working diligently.

14

industry really are putting in some pretty long hours right now,

15

attempting to mitigate the impact of this rather significant

16

transformation of the industry.

17
18

There are large technical

the industry representatives, large technical

And I would say

2l
22
23

ink,

everyone in the

So I would report to you that there are a lot of
well-intended folks struggling to make this thing work, and I
expect nersonally that we will enjoy

20

Commission, I

so~e

measure of success,

in fact.
On the subject of universal service, AT&T remalns
committed to the concept.

The California Legislature, of

course, has recently passed the Assembly Bill 1348; the Governor

24

has signed that.

25

going to the next phase and having the Commission take a look

26

at just exactly how that should be implemented.

21
28

And we are very interested in that Bill now

We believe that there are mechanisms pending and
in place that will protect universal service.

And we, in
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1

part cular, believe

2

necessary in our society, that those groups are proper

3

fied and the mechanisms are put into

4

dies can be achieved.

5

to

extent that subs

are
identi-

ace where those subsi-

We also think that as a result of the regulatory
evol~tions

6

policies and technology

7

the last decade, that we think competition is probably

8

stay; and we think that it is important then that

9

of competition begin to flow in the direction of all Californ-

10

1

ns.

So, it really

on the table.

lS

that we have all seen in
to
benefits

a compound equation that we have out

We certainly do not want to forego universal

12

service, but we still, at the same time, want to realize those

13

advantages of competition wherever they may be.

14

important, then, to go in a forward mode, that

15

straints not be imposed on that marketplace;

16

place be allowed to work - which is considered to be an advan-

17

tage in our society.

18

And it is
ficial conat the market-

In particular, we are especially concerned that
all carriers be treated fairly and equally.

20

lar, interested that customers be encouraged to remain with

1

the network.

We are,

particu-

19

To the degree that there are artificial con-

22

straints and economic incentives imposed upon folks, big bus

23

in particular, perhaps to leave the network, I think it will

24

go full circle back to the universal service question.
forego opportunities

s

You

to have those folks contribute to

maintenance of universal service.

So there certainly are some

27

very good reasons, economic reasons and social reasons, I think,

28

for us to manage well the transition that is before us.

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

28
Back to the subject of burden

1

any

lar

2

carrier, there is lots of discussion about AT&T; and there has

3

been a couple of analogies surface in recent proceedings that

4

I would like to pass along to you.

5

illustrate the phenomenon.

6

Because I think they help

I believe it was Dr. Kahn, who was a witness for

7

Pacific Telephone, used the analogy of the meat producer, and

8

if we were to impose new and large expenses on the large meat

9

producer, that really shouldn't be a problem, should it?

10

And his response, I think, went something like this:

11

that meat producer, in fact, sells steaks and hot dogs; and

12

the expenses and costs that ttat large company incurs ul

13

will be borne by the people who pay the meat producer for

l4

goods and services that he produces.
Much is the same for AT&T.

15

Well,

-Y

We have large users

l6

and we have small users.

We, indeed, are the ubiquitous

17

supplier.

18

rural, occasionally calling long distance, subscriber. And I

We, indeed, provide telephone service to the small

think it is important to recognize that any burdens that are
20

imposed upon AT&T ultimately are borne by the folks who sub-

21

scribe to AT&T's service.

22

those folks who do not have actions to switch to alternative

23
24

25

26
27
28

And to a large measure that

eludes

vehicles, certainly at this point in time.
In regard to the questions that you asked, perhaps
I can summarize like this:

Will there in fact be a definite

competitive advantage to AT&T as of January l?

That was

a question that was proffered.
And my response is that we shall see.
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there

are

1

access charge proceedings arc unfold

2

those who think that AT&T and its subscribers should be burdened

3

with some kind of a competitive handicap.

4

recommendation that these handicaps in fact not

5

because we

6

that in fact will have to in part pay for the tab.

7

thinkit'~that

And it is our strong
be imposed,

small ratepayer and occasional user

It is indeed our desire that the customers should

8

suffer only minor inconveniences, if any, as a funct

9

evolution of the industry, and that what they should have

10

some economic alternatives

11

born of arbitrary price mechanisms.

12

of the

that are realistic and are not

That then gets down to the question of AT&T paying

13

for the cost of equal access.

The operating companies, in fact,

14

are funding the construction programs.

15

penses associated with these construction programs by virtue

16

of their methodology for cost recovery and, basically, I think

17

to a large degree these costs will be picked up through the

18

access charge mechanism.

They recover the ex-

I think you would be interested to know that for
20

a long distance carrier like AT&T Communications in California,

21

approximately 80 percent of the revenues that we will receive

22

will be paid immediately to the exchange carriers in the form

23

of access charge payments.

24

amount.

25

be contributing to costs - looking at costs overall - certainly

26

has got to be taken

27

has got to be taken into account.

28

number.

Eighty percent.

Quite a significant

So any suggestion that a toll is no longer going to

into -- that kind of a contribution certain y
It is a rather signi

ant

And, in particular, it addresses or introduces the
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l

subject of volatility.

Now al

of a sudden we

2

small rate base.

3

large rate bases, and that when their expenses and revenues

4

change because of the size of the rate base, their earnings

5

don't shift all that dramatically.

a

You are used to thinking of utili

In the case of the long distance carriers

6

s wi

with

7

the relatively large revenues, and relatively large expenses

8

and relatively small rate base, things are going to be very

9

volatile in the post-divestiture environment - or potentially

10

so - and it is encumbent upon the industry, I think, and the

11

regulators and the Legislature, to the degree they wish to be

12

involved, to make sure that there are mechanisms to avoid wild

13

swings in prices and eventually, and ultimately, wild impacts

14

on the public at large.

15

score would be very helpful we think.

16

So a little clarity of vision on that

How will telephone users be able to compare rates

17

and services?

One of the gentlemen who preceded me to the

18

microphone had some good examples of that.
is what's happening.

20

The term that I have heard that seems to

make sense - that this is going to be a rivalous marketplace.
I would be happy to address any other que

21
22

And I think that

ons

or concerns you may have.
CHAIRMAN ROSENTHAL:

23

Before we go any further, I

24

would like to welcome to the Committee hearing Senator Joe

25

Hontoya.

26
27
28

SENATOR MONTOYA:

Thank you, Mr. Chairman.

Let me ask a couple of questions.

What needs to

occur for equal access to be available for other long distance
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1

carriers?
MR. FORSHEE:

2

The Bell Operat

Company,

3

just for them as opposed to the industry overall, will be re-

4

configuring some of their switching equipment to allow for

5

access on essentially the same terms.

6

on through 1986; perhaps some other folks in the audience have

7

that date more precisely in mind.

8

equal access already available to the carriers today.

9

I believe this goes

But there are virtues of

A lot of the carriers today have Group B access

10

that provides access very s

11

mission quality, and some of those concerns.

12

degree, some of the measures of equal access exist today.

13

Switching equipment configuration changes over the next couple

14

of years will complete the activity.
CHAIRMAN ROSENTHAL:

15
16

lar to AT&T in terms of trans-

So you think that -- you are

estimating a couple of years, approximately, for that?

17

MR. FORSHEE:

18

CHAIR~~N

Yes.

ROSENTHAL:

After January lst

19

MR. FORSHEE:

20

CHAIRMAN ROSENTHAL:

21

new customers be able to choose equipment?
MR. FORSHEE:

22

23

So to a large

For complete conversion.
Yes.

After January 1st, will

If we are speaking of AT&T in

particular, AT&T through its information systems company has

24

options - and I 'dill

25

conversant with their options, since I am with the transmission

26

unit.

27
28

apologize for not being completely

Whether they have lease-options or buy only, I would

believe they have lease-options as well.

But that is specu-

lation on my part.
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I am concerned

2

about is low-income persons who perhaps could not

3

funds available to readily purchase.

4

MR. FORSHEE:

Okay.

the

How do we protect them?

Well, the protection exists

5

1n the marketplace; the fact that that segment of

6

place has been opened up for competition.

7

places to go for equipment.

8

this morning that equipment is available for as low as $8.88.

9

It is available through a wide number of vendors, including

market-

There are many

Someone has testified earl

10

AT&T.

And I would predict, then, that it is also available

11

under a wide nunmer of options, including lease.
CHAIRMAN ROSENTHAL:

12

One further question.

And

13

you touched upon it, but I would like to kind of

14

How will a

15

are making will be provided by the local operator or a long

16

distance operator, and therefore know which access number to

17

use?

18

size it.

customer know when a long distance call that they

Vill. FORSHEE:
to be educated.

Ultimately, the customer will have

The customer will have to understand

20

options they have.

The customer will have to read the billing

21

statement that they have

22

the options as described in the front of the phone book, as

23

described in advertisements, as described in vendor literature.

24

The customer, indeed, will have options.

and relate that billing statement to

At the tim

25

of divestiture, most customers will not recognize much differ-

26

ence, I think', in the treatment of their calls from the way

27

they are being treated today.

28

place becomes more complicated because of greater vendors and

Over time, however, as
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l

areater numbers of options, the customers, basical

2

have to learn to use the resources of the alternat

3

according to their choice.

4

once they have made the choice, they will know that when they

5

place long distance calls they're going with a particular

6

carrier.

7

B

1

vendors,

They will have made a choice, and

CHAIRMAN ROSENTHAL:

That's assuming that your bill,

or the bill that they get, is going to be better than the

9

one they have been getting - the one they don't understand now;

10

except the fact that, you know, there is a bottom line of what

11

you are supposed to pay.

12
13

Most people looking in a telephone book -- or
monthly bills, do not understand what they are looking at.
MR.

14

FORSHEE:

I understand that, the problem.

15

I have been in the Business Office with Pacific Telephone, in

16

fact, and talked to many customers about their bills, but in

17

fact, as I recall the frequency of calls, if one were to plot

18

why customers call in, bill inquiry toes the list by a long

19

margin.

20

I believe that has always been the case in the
I suspect it is compounded by the problems

21

telephone industry.

22

of divestiture, and I believe we have heard some examples

23

this morning of how the industry overall intends to assist the

24

customer in understanding what those options they have are,

25

and in fact whether or not those options occurred, in fact,

26

when the bill came in.

27
28

The customer, ultimately, will have to be a litt
more sophisticated, I suspect, than they were in the past,
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because they now have more players.
CHAIR.r.1AN ROSENTHAL:

2

\-~Jell,

I hear what you 1 re

3

sayinq, but the average person out there is not sophis

4

and they are getting a sophisticated piece of paper which has

5

created problems for them before, and now all they are going

6

to know

7

go up, and there is going to be no way to really explain to

8

them why.

lS

that the cost of their telephone bill is going to

MR. FORSHEE:

9

I would expect that there will

ll

10

be the business service numbers on the bill where they can call

11

for human support, and I should hope that that -CHAIRJ:>·lAN ROSENTHA.L:

12

13
14

15
16

Do you think they might get

a busy line'?
FORSHEE:

~·1R.

I hope not.

CHAIRMAN ROSENTHAL:

Thank you very much.

Do you

have any questions, Senator Montoya?

17

SENATOR MONTOYA:

No.

18

CHAIRMAN ROSENTHAL:

'l,hank you very much.

Our

next witness is Benj Jurcisin - is that the way it is
20

nounced? - Manaaer for Public and State Governmental Affairs

21

for G'l'E-Sprint.

22

MS. JURCISIN:

23

CHAIR.f\1AN ROSENTHAL:

24

MS. JURCISIN:

Benj Jurcisin.
Oh, Benj Jurcisin.

I'm sorry.

What I would like to do today is

25

briefly describe Sprint, and then respond to some of the

26

questions that you posed in your letter, and then answer any

27
28

additional questions you might have.
Sprint is an alternative long distance carrier.
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1

are in competition with AT&T to provide th s serv

2

our own microwave facilities, and in 1982 we will be launching

3

two satellites which will expand our network.

We own

We rely on the local phone companies for call

4

5

origination and call termination services, and we pay them for

6

this service.

7

approximately a million dollars,

8

million, for access to their local network.

9

In 1983 we will be paying General Te
Pacific Telephone $34

Currently we serve 345 cities; we have 800,000

10

customers.

11

44,000 are business subscribers.

In California 170,000 are home subscribers, and

I would like to respond to some of the questions

12

13

an~

that you posed to us, that

w~ren't

answered in other testimony.

14

The first question that you asked:

After

15

lst will Sprint customers still be required to use access

16

numbers and push-button phones?
Yes, that will still be a requirement after January

17
18

because of the type of interconnection that we receive from

19

the phone companies.

20

rotary-dial pulses to pass through our facilities.

21
22

23
24

This interconnection does not allow
Customers

who then have rotary phones are not able to use Sprint at this
time.
We also don't receive a feature called "automatic
number identification" - ANI.

\"lhat this does is identify to

25

us who the calling party is.

26

customers have to dial a six- to nine-digit authorization code.

27
28

Without this feature, our

This identifies the calling party to our network, and we use
this for billing purposes.
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1

AT&T connects with the local

s in

2

a way that they -- their customers can serve customers who

3

have rotary-dial phones, and also customers do not need author-

4

ization codes to enter their system.

5

a definite competitive advantage.

We believe that this is

6

Divestiture will address this problem - and we

7

have been talking about it this morning - the equal access

8

problem.

9

Divestiture said that the local phone companies had to offer

By September 1986 the Modified Final Judgement of

10

this to all competitors.

11

made before the Public Utilities Commission indicates that

12

in California that may not be available until 1992.

13

equal access is afforded to all competitors - Sprint, and MCI,

14

and any of the resellers - push-button, tone-generating

15

equipment will be needed.

16

phones that do pulse out tone-generating signals and also

17

authorization codes.

was:

Another question you asked

our customers be able to call anywhere in the

country?
Right now Sprint has a feature called "universal

21
22

~'llill

service" that allows our customers to terminate a call in any

23

city.

24

WATS service.

25

now, you can't terminate a call via vJATS lines.

26

parent to our customers, however.

27

28

So until

Not just push-button phones, but

One of the questions

18

20

The testimony Pacific Telephone has

We do this by using --by purchasing and reselling AT&T'E
So for those cities that aren't on our network
That's trans-

We have an application pending in California to
provide an intrastate service, and if granted permission to
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provide call-anywhere service in California, we would

2

the purchase and resale of Pacific's Y.IATS lines.

3

currently don't allow that, and so that is an item before the

4

PUC.

5

Will AT&T be required to pay

Their tariffs

cost associated

6

with providing equal access?

7

the divestiture case, the Judge said that by January lst, 1994,

8

any cost of providing equal access

9

were not

In the Modified Final

that the operat

didn't --were not allowed to recover

nt,

companies
would be

10

AT&T's responsibility to reimburse them for any remaining

11

de

cits.

12

AT&T, therefore, is required only to pay the costs

13

associated with equal access that are not recovered through

14

the access charge payment schedule.

15

their service will be more expensive now, because thetr liabil-

16

ities for providing the cost of equal access does not -- can't

17

be quantified until 1994; and also at that time, if the access

18

charge schedules allow the operating companies to recover their

19

costs, there may be no liability at all.

This doesn't mean that

The final question that you posed concerned how

20

21

customers will be able to compare our rates and services.

22

a competitive environment, all carriers will provide this

23

information to their customers.

24

customers, we will provide rate information and service offer-

25

ings of -- that Sprint intends to provide, and also any of our

26

competitors.

27

customers.

28

In

To existing and also potential

We do this in order to attract and maintain our
So we can expect this to continue.
Your final question concerned our position on
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1

SB 375, which I understand will be addressed tomorrow, so

2

CHAIRMAN ROSENTHAL:

3

MS. JURCISIN:

4

That will be tomorrow.

I will be happy to answer any other

questions.
CHAIRMAN ROSENTHAL:

5

How does the recent suspens

6

of access charges by the FCC affect the-- well,

7

operation?
MS. JURCISIN:

8

9

J

your company's

What the FCC did was suspend their

access charge decision and keeo in effect an arrangement, a

10

payment that we make to the local phone company; that will be

11

bridged to April 3rd, when -- or at least until April 3rd.

12

In this interim time they are going -- they are doing a re-

13

consideration of this order

and will come out with eithPr

another schedule or a different access charge tariff for us.
So our service will continue.

15

It will be -- There

16

won't be any change in how we make pa:yments to the local phone

17

company until this reconsideration is addressed.
CHAIR.I\1A.N ROSENTHAL:

18

Any further questions, Senator

Montoya?
20

SENATOR MONTOYA:

21

CHAIRMAN ROSENTHAL:

Thank you very much, Benj

23

MS. JURCISIN:

Thank you.

24

CHAIRivlAN ROSENTHAL:

22

No, no.

Jurcisin.
Yes.

I guess our final witness

25

this morning -- We seem to be moving along rapidly, and what

26

turned out to be, perhaps, an all-day session may be over long

27

before then.

28

Michael Morris, Assistant General Counsel for

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

39
1

the California Cable Televi ion

2

MR. MORRIS:
~y

ssoc

Good morn
~1ichae

l\1r. Cha

n and Members

3

of the Committee.

4

representing the Californ

5

appreciate the opportunity to speak to you today, while you

6

are considering the issues relating to telecommunications in

7

a post-divestiture environment.

8

9

Morris, and I am here

Cable Television Association. We

As you know, the cable industry can make and is
making a tremendous contribution to telecommunications in this

10

state, and we would

11

ability

12

surrounding d

lik~

to make sure that our industry's

contribute is not hampered due to unrelated issues
stiture.

I have some prepared comments, which I will be

13
14

name is

ion.

glad to distribute after my speech.
CHAIRMAN ROSENTHAL:

15

Just before you do, I would

16

U ke to introduce another member of the Committee - Senator

17

Newton Russell.
SENATOR RUSSELL:

18

It is on me.

CHAIRMAN ROSENTHAL:
MR. MORRIS:

20

Please continue.

Thank you.

As you know, I haven't
I will

21

been asked any specific questions to address today.

22

h

23

to respond to any questions that you or other Members of the

24

Committee may have.

25

light the points I made in prepared text, and then be glad

I would first like to say that, on the issue of

26

universal service, that the cable industry certainly supports

27

the idea of universal service.

28

upon the availability of telephone service in the communities in

In fact, our bus
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1

which we serve.

We have to be able to

2

our customers, and without te ephone service, we wouldn't have

3

any method to stay in business.

and be reached

Mr. Wyse talked briefly about the proceedings on-

4
5

going at the Public Utilities Commission; with regard to intra-

6

LATA competition.

7

in for reasons I'll explain.

sted

The heart of the proceeding is to rule on appli-

8

9

This is a proceedina which we are

cations of MCI, Sprint, Western Union, SBS, and several other

10

carriers, to provide intra-LATA telephone service.

11

Public Utilities Commission in stating the issues it would

12

address decided to broaden the inves

13

issues relating to competition as a whole, in a newer era

14

of telecornmunjcations, which requires new pol

15

applaud that approach, and the long-range thinking that that

16

implies

18

ation and address the

s.

And we

as we enter this era of rapidly developing technology.
We do have certain concerns

17

But the

about the proceedings,

however, and I would like to go through, briefly, a couple of
them.

20

The proceeding addresses the issue of competition
·~elecommunications

21

ln the provision of

22

doesn't ever define what it means by that phrase, and that

23

rase is not defined in the statute or other regulations.

24

transmission service." It

As you know, in California, the Public Utilities

25

Commission has no jurisdiction over cable, except with respect

26

to our construction and installation practices.

Ne are concerne

27

that through broad language in any proceeding that comes out

28

of the PUC that this might be interpreted at some future date as

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972·8894

4
1

restricting the abili

2

services to the public, which they are required to provide by

3

the franchise agreements which have

4

cities and counties.

5

of the

to

i

negotiated with the

We are, therefore, participating in the proceeding

6

of the PUC as a party and view this as an opportuni

7

the PUC about our industry, and also finding it helpful in

8

terms of informing the telephone industry, who is present at

9

the proceeding.

10

to inform

I found that the CPUC to a certain extent, and

11

also the

12

threat to the viability to the telephone industry, and to the

13

ability of the public to receive service at reasonable rates.

l4

I believe this view of the industry is completely unwarranted

l5

and, hopefully, that point is coming

16

proceedings of the Public Utilities Commission.

17
18

elephone industry,

views cable as a threat - a

across through the

What we do, or offer the potential of doing, is
providing a new variety of information services for both homes
and businesses.

These are new services, in a new era of

20

technology, which are offered in a competitive environment.

21

There are a host of other competitors who envision these

22

services, mostly by radio-based services

23
24

25

such as di

tal-

termination services, microwave services, as well as broadcast
teletex services.

But we do have a tremendous potential, and we

believe if allowed to develop, we can bring jobs to the state
and to the cities, as well as resulting in increased personal

27
28

income, which comes along with those jobs.
We don't believe that the two-way services we are
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1

talking about offerinq over cable

2

on residential rates at all.

3

to a decrease in residential rates.

4

l

have a

In fact, it may actually lead

We would like to again stress that these are ser-

5

vices which are mandated in many instances by the franchise

6

agreements which have been negotiated

7

authorities, as provided by State law.
Basically, there are two kinds of services that

8

9

with the franchise

are involved, and I will go very briefly through them.

There

10

are institutional services, which are provided on a separate

11

cable tha

12

the residence on.

13

communications needs of the franchis

14

possible very efficient office communications systems.

15

also contribute to a myriad of other services, such as traffic

l6

light control, and so forth, that the cities require.

17

link police and fire stations and other institutions, which

18

can be very important for emergency purposes.

19
20

21
22

23
24

25
26
27
28

the traditional cable we offer video serv

s to

These institutional loops serve the teleauthority, makes
It can

It can

Basically, though, what cable does that the
telephone groups can't do is to provide very high-speed service
that allows computers to operate efficiently both in office
situations as well as situations on factory floors.

We offer

these services not only at a higher rate, but at a lower cost
than can be done over the telephone lines.
If you are interested in getting into the reasons
why it can possibly lead to lower residential rates, I would
be glad to go through those in the questioning period.
I would like to point out that, in terms of
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1

supporting universal service, CCTA's

2

to the bill, which made it clear that shou

3

in crunch-point data services, that those revenues would be

4

subject to the tax in the Universal Service Bill.

5

way we can contribute to the availability of universal

6

and, hopefully, nullify the concerns that we will cause a

7

degradation in that type of service.

8

9

an amendment
cable participate

And in that

In addition to institutional services, we also can
of

r a variety of residential two-way services.

And these

10

are the kinds of services that we've been hearing about for

11

the last several years, and are very close to reality now.

12

The kinds of services we are talking about

13

two-way cable, one reason why the operators are interested in

14

it is because it can be useful in preventing the theft-of-

15

service problem.

16

as a whole has been concerned with that problem, and it makes

17

it easier to deal with that problem, in order to have two-way

18

cable.

19

First of all,

I know your Committee and the Legislature

We can also offer services which are very close

20

related to our traditional video services, such as impulse pay-

21

per-view, which simply means that if you want to see a pay

22

movie that is going to be on in 15 minutes, you just push a
button on your box

and that authorizes the system to charge
Not at all

24

you for that movie, and let that come through.

25

similar to traditional services.

26

which are tied to video advertising and allow the viewer to

27

purchase products at that point if they so choose.

28

available such things as transactional services and video

We can provide services

PETERS SHORTHAND REPORTING CORPORATION
3433 AMERICAN RIVER DRIVE, SUITE A
SACRAMENTO, CALIFORNIA 95825
TELEPHONE (916) 972-8894

Also make

44
1

newspapers.

2

We do believe that

islation might be needed

3

at some point to clarify the status of the cable industry in

4

California, and to codify a supportive regulatory framework

5

which will foster the developemnt of these two-way services

6

and the emerging technologies.

7

the nature of these services, for traditional utility regulatior,

8

which would only delay their availability

9

availability entirely.

There is no need, because of

CHAIRMAN ROSENTHAL:

10

if not preclude

On that point - how do you

11

answer

question that if you are going to compete with the

12

telephone company for telephone business, that you ought to

13

be regulated by the PUC as they are?
MR. HORRIS:

14

~-'Jell,

I answered by saying

if

15

we do compete for traditional basic telephone services, we

16

think we should be regulated as the telephone company is

17

regulated.

18

about here.

But, basically, that is not what we are talking
And the technology doesn't really provide for

that.
20

But if sometime in the future

~

things are changing

21

very rapidly - the technology develops to allow switched-voice

22

service over the cable, we believe that we ought to be operatinq

23

under the same rules as the telephone company.

24

25

26

CHAIRMAN ROSENTHAL:

So you wouldn't object to

any bill that was in the Legislature that would do that?
MR. MORRIS:

No.

But it would have to be very

27

clear that it is -- what we are talking about is the tradi tiona}

28

telephone services and not these other competitive services,
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1

which need to have a

2

to develop.
CHAIRMAN ROSENTHAL:

3

regulatory

t

in which

Well, on the other side of

4

the coin - supposing the telephone companies get into your

5

end of the business?

6

the PUC?

Should that be removed from control of

MR. MORRIS:

7

Well, I don't know if you are aware

8

that Pacific Telephone has filed an application with the City

9

of Palo Alto to construct a cable television system for Palo

10

Alto.

I'm not sure of the requlatory framework of that.

11

don-'t know if they need to file a tariff for the construe

12

services or not.

13

We believe in competition, and would be happy to

!4

have the telephone company competing for cable television

15

franchises.

!6

that have been placed on the telephone companies by the

17

Federal Communications Commission

18

and I feel those are probably good safeguards.

21
22

23
24

27
28

in terms of cross-ownership,

providing both regulated services and competitive services, and
you need some safeguards to prevent an abuse where the monoply
ratepayers are subsidizing the competitive business.

And

assuming that those safeguards are in place, we have no problem
with competition with the telephone companies.
CHAIRMAN ROSENTHAL:

25
26

There have traditionally been some restrictions

Basically, what you have is an entity which is

19
20

I

Does that complete your

testimony?
MR. MORRIS:

That completes my testimony.

I would

like to just point out that this an area which is currently ver
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1

hot.

2

states, and I believe this is another opportunity where Cali-

3

fornia can exercise its

4

framework, and that can be followed throughout the country.

There is a lot of

5

6

ty going on in a lot of the

lead~rship

CHAIRMAN ROSENTHAL:

in providing a reasonable

Any questions from the

Committee Members?

7

SENATOR MONTOYA:

8

CHAIR]\/f:AN ROSENTHAL: Yes, Senator Montoya.

9

SENATOR MONTOYA:
~auld

Yes.

Yes.

You were indicating earlier,

10

Mr. Morris, that you

11

the subject of -- that you can render services,cheaper than

12

the phone company, to the residential customer.
Do you want to talk about that?

13
14

elaborate if we asked you to on

elaborate

on that?
MR. MORRIS:

15

Would you like to

Well, we can offer services --What

16

I was really referring to was the way in which our offering

17

services would result in lower residential rates to the cus-

18

tamers.

19

into your specific question.

20

Let me address that briefly, and then I will go on

The services we are talking about are basically

21

high-speed point-to-point services, which the telephone

22

pany's closest offering- although it is a poor substitute for

23

that - are private-line services.

24

submitted evidence to the Public Utilities Commission which

25

indicates that those private-line services are operated at

26

a loss, and instead of contributing as business services are

27

thouqht to do, to residential service, they actually are

28

taking away from that contribution whibh could otherwise go to

com~

Pacific Telephone has
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1

the residential ratepayer.

2

1984 the amount of that subsidy will be $700 million.

3

extent that we can provide services, which are better services

4

than available, at less cost anyway to businesses, we believe

5

that will free up some funds which could go to residential

6

ratepayers.
CHAIRMAN ROSENTHAL:

7

8

SENATOR RUSSELL;

for you.

MR. MORRIS:

13

CHAIR~ffiN

16
17

I have no further questions

do have a question for the PUC.

12

15

Do you have any questions,

No.

CHAIRMAN ROSENTHAL:

10

14

To the

Senator Russell?

9

11

And Pacific has testified that in

Thank you, Senator.

ROSENTHAL:

Thank you very much for your

testimony, Mr. Morris.
The problem was just raised:

Will the PUC regulate

PacTel's involvement in cable, such as in the City of Palo Alto?
MR. \ii'YSE:

It will not regulate the rates for --

18

Well, let me put this correctly.

19

to file a tariff for the transmission of cable services over

20

the network which they would build.

21

it would require special tariff for the PUC to -- for the

22

authorization.

23

Palo Alto for the franchise to serve the cable TV.

24

would really be -- they would file -- if they asked for the

25

franchise from the City of Palo Alto, then they would file

26

tariffs to deliver that transmission service with the PUC.

27
28

I

believe PacTel is intending

And I believe they:would

They would also be applying with the City of

CHAIRI'ffiN ROSENTHAL:
MR.. WYSE:

So it

I see.

I will check

to make sure, but I am
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l

pre

certain that that is

f

CBlURLI1AN ROSENTHAL:

2

One final question.

Have you

3

heard anything in the testimony that you have not heard before

4

that might be involved in the decisions that you will be

5

makina?
I don't believe so, Senator Rosenthal.

6
7

CHl\IRMAN ROSENTHAL:

8

witnesses that were identified.

9

would like to add anything further to the testimony that we

10

11

Well, we have concluded our
Is there anyone

here who

have heard today?
(No audible response.)
ROSENTHAL:

12

CHl\IR~J!AN

13

SENATOR RUSSELL:

14

CHAIRMAN ROSENTHAL:

15

SENATOR MONTOYA:

16

CHAIRY,AN ROSENTHAL:

Senator Russell?

No.
Senator Montoya?

No, no.
Let me just end by indicating

17

that we are all aware that the polls all report that probably

18

fewer than one-third of all the people that are asked concerning

19

the -- their telephone service and their telephone bill, that

20

is going to take place on January the lst, that only about

21

22

23
24

25
26
27
28

30 percent have the faintest notion about what is going to
happen to them.
Now, that is two months from now.

I don't know

what is going to happen between now and January 1st that is
going to do anything for the majority of all of those •people
out there who, for one reason or another, have not either heard
about or don't understand what is happening.

And I'm sure

there 1s going to be lots of confusion, wide-spread among
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1

all the teJephone users.

2

answers, we'll have the same friendly vo

3

of that phone that we have had when we have asked for infer-

4

mation about a subject.

5

fully, when people ca l to
on the

end

It is going to get kind of aggravating, I know,

6

because the questions are going to be all very s

7

when you are on a telephone answering those kinds of ques

8

after a while you become a little irritable, perhaps; and we

9

certainly hope that they d6n't get busy 1

10

lar, and

s when call

the

telephone company to find out that information.
It might be that all of your employees that are

11

12

now answering the questions regarding phone numbers that

13

people can't find in the phone book will now be on the telephone

14

answering questions as to what is happening.

15

Yes, Senator Russell?

16

SENATOR RUSSELL:

I do have a question.

Maybe

17

this has been covered.

Will the telephone company provide

18

the public - more particularly to the point, members of the

19

islature - a written glossary of information that we can

20

use with our constituents;

21

in a special mailinq to government agencies, key service groups,

22

whatever?

23

agree with me, that this is going to be a logistical nightmare

24

to sort out all this for everybody.

25

going to be enough lines available, enough people in the

26

phone company, to answer everybody'in a satisfactory manner.

27
28

put it in a newsletter,, put it

Because I would think, and I think maybe you'll

And there is just not

So it seems to me that we all need to kind of work together local government, State government, everybody- to get the word
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1

out through the media, through whatever, to the

2

a very simplified question-and-answer type of a th

3

that being prepared?

4

SENATOR MONTOYA:

Is

I think the phone companies ought

5

to come up here and tell us that.

6

through my wife that I think the phone company has a

7

been giving information.

But perhaps they would come up and

8

elaborate, because it is

my

9

it from the number one consumer in my house that they have

10

But I have been noticing

understanding from receiving

been sendins information, and it doesn't sound very nice.
You can buv a telephone for eight bucks, but where

11
12

are you going to take it to be reoaired after you bought the

13

cheapest deal 1n town?

14

on exactly what they have been sending,

15

here from the phone companies that can tell us more precisely

16

what information has been mailed to the consumer public in the

17

last few months?

Perhaps they can elaborate a little bit

SENATOR RUSSELL:

18

if there is anybody

Well, if it is like the usual

thing that comes in my bill, that is the first thing that goes
20

in the wastebasket.

Now, as a Legislator, obviously we get

21

a lot more mai 1 than the average citizen does, and maybe he reads

22

that.

But I would like to have in my hands, and the hands of

23

my staff in my district office,some very basic information.

24

We don't want to know hbw the telephone company is structured,

25

or anything like that.

26

going to deal directly with where people are living.

27
28

MR. CAMBERN:

We want some basic issues that are

Yes, something like that is

Senator; it is called "Countdown to Divestiture," and.it
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1

iterates all of the events of customer instruction, as well

2

as employee instruction that will take place between now and

3

divestiture.

4

It 1s not a reluctance to communicate that has

5

caused us not to

6

this time.

7

amount of uncertainty on the final terms of the dive

8

and, more importantly, the retention of a respondent is a very

9

very fraqile, compressed thing.

~o

into a full-blown information program at
Still there is a tremendous

Two basic reasons:

ture;

If we had started this infor-

10

mation program in August or July, it would fade before the

11

first of the year.

12

and we will provide your office with a list of events that

13

will take place.

The intensity will start the lst of

~r,

So, customer instruction in the bilL advertisments

14

15

in newspapers, television advertising, talk-show type things

16

so we car interact with the public throuah the media to make

1

the changes transparent as possible.

18

objective, and it is the theme of tne campaign - we are going
to attempt to make the

20

21
22

23
24

25

26
27
28

Trite, perhaps, but our

biggest event in our life as little an

event as possible in yours.

That is what we are going to

to do between now and the first of the year.

And it will startr

in November.
SENJ',TOR RUSSELL:

Then you will have provided us

with a very simple -1'1P.

CM1BEFN:

Yes.

We'll provide you with a

calenda~

in exactness of what is ooinq to be niven to the people.
SENATOR RUSSELL:

And if somebody calls up and

says, you know, "I don't know where I get a phone," or, "How
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l

do I oet long-distance service?" -or how this, or how that -

2

we will have some of those answers?

3

MR. CAMBERN:

Yes.

And you weren't here, Senator,

4

but we do have a "Let's Talk" bureau that has been established

5

with an BOO number to handle those calls during business hours

6

five days a week.

7

We are handling about 2400 calls a week now, to

8

answer any question related tc divestiture; and these reps

9

are te:dd ng whatever time is necessary to communicate effectively

10

with that customer.

We are also publicizing that number to

11

encourage calls, so you can get an interactive response.
SENATOR MONTOYA:

12

Can you provide us with the in-

13

formation that has been sent to the -- your phone users thus

14

far?
CAJ'.1BERN:

Yes, we can.

15

~1R.

16

SENATOR MONTOYA:

17

both companies, so we can have it for the Committee.

18

MR. CAMBERN:

19

we can gl ve thi:lt to you.

MR. QUAINTANCE:

21

23
24

25
26
27
28

Well, speaking for Pacific Telephone,

SENATOR MONTOYA:

20

22

We would like to get that from

Is General here?
Yes.

I might point out that

about two weeks ago we held a briefing for some of the consultants for both the Assembly and Senate side.

it.

We passed out information.

Tim attended

It talked about access charges,

ss - those key issues - and attempted to address those
concerns.
If you would like to do another one, we are
willing to come anytime to help you folks.

And I know sooner
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1

or later you are going to get questions from your cons

2

on these issues.

3

also sent our customers and our employees.

s

We will provide the materials that we have

4

We have an extensive briefing packet that has been

5

developed just for internal use, so that our own employees can

6

attempt to get the story straight.

7

additional information to our own customers.

8

9

SENATOR RUSSELL:

But we will be also sending

My concern is that, I have this

document here, which is -- the staff provided.

This has got

10

a lot of information about it.

11

to know how from A-Z divestiture started, who is to blame,

12

who does what with the -- All I want to know is when people

13

call up and say I need some help, we can give succinct answers,

14

without having to go to school for a month.

15

MR. OUAINTANCE:

I don't want my staff or myself

Yes.

And some of the materials

that we have developed were specifically for your staff to use,
17
18

19
20

21
22

23
24

25

26
27

28

and reply letters back to your constituents
you with their concerns.

who might write

We put in simple language suggested

correspondence that you might return to them attempting to
explain some of the issues.
Plus, some of the material that we passed out a
week aqo Friday in that briefing

attempted to simply display

the impact on the customer's telephone bill before and after
access charges - assuming reduction in toll rates and the implementation of the two dollar Federal and some type of access
charge on the State level.

The impact on the average customer's

bill was surprisingly small.
SENATOR RUSSELL:

Well, if you would provide my
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I

office

and the rest of the Members' offices

2

that you have, I would be greatful.

3

CHAIRNAN ROSENTHAL:

with the material

I think it would be a good

4

idea to provide it to 120 offices in the State, both in the

5

Sacramento offices as well as the local offices.

6

problem is not relegated to the Senators here but to all the

7

other Senators who will have to be answering the questions

8

that are going to be raised.

9

further testimony, I would -SENATOR RUSSELL:

10

Because this

And so that -- If there is no

I would like those to be sent

11

to me marked "Personal;" so they come to my attention.

12

Pacific and General, if you will remewber that, as far as it

13

related to me.
CHAIRMAN ROSENTHAL:

14

So

I think the same thing to

15

all Legislators; it would be a good idea to make certain that

16

it will get to the Legislator as well as to the staff.
SENATOR MONTOYA:

17

Maybe we ought to add a little

18

memo that they have to initial it after they have read it,

19

and the Committee

20

this information.

puts the responsibility on them to disseminatE

21

CHAIRMAN ROSENTHAL:

22

those -- to the constituencies.
SENATOR MONTOYA:

23
24

Committee.

Well, I'll leave that up to

You are the

Ch~irrnan

of the

Corne on.

25

(Laughter. )

26

CHAIRMAN ROSENTHAL:

I want to thank you very much
I hope that

27

for the testimony of all those who came today.

28

some of this information that we have discussed today gets out
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1

to the press, and that people will have a little

2

understanding of what is going to happen to them; and certainly

3

we should be following-up with the kind of information, done

4

1n a very simplified form, on how to answer the ques

5

that most of our constituents are going to be raising concerning

6

their bills ann the costs involved

7

thing that we have put up here today.

a~d

the equipment and every-

8

Thank you very much.

9

(Thereupon, the hearing was adjourned

10

11

ons

This session is adjourned.

at 11:09 a.m.)

--ooo--

12
13
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